After the decline in oil prices, many oil exporters face the need to improve their external balances. Special characteristics of oil exporters make the exchange rate an ineffective instrument for this purpose and give fiscal policy a sizeable role. These conclusions are supported by regression analysis of the determinants of the current account balance and of the trade balance. The results show little or no relationship with the exchange rate and, especially for the less diversified oil exporters, a strong relationship with the fiscal balance or government spending. JEL Classification Numbers: F32, F13, F41, E62
I. INTRODUCTION
Until 2014, oil exporters enjoyed many years of large current account surpluses, raising questions at the time about whether they were too big from a normative point of view and from the perspective of global imbalances (Beidas Strom and Cashin, 2011; Arezki and Hasanov, 2013 ). Assessments of current account balances continue to be on the international agenda (IMF, 2016 (IMF, , 2017a . However, after almost four years of oil prices in triple digits, the sharp reduction in the price of a barrel in the second half of 2014 left oil pricess averaging barely $50 in 2015. They have stayed low since and futures prices imply oil will not recover materially over the medium term.
In addition to considerable fiscal strains, oil exporters' external balances are coming under pressure. Many countries are set to register current account deficits. Ability to finance these deficits varies greatly across countries as many have sizeable external wealth but some may face financing difficulties and pressure on reserves (Versailles, 2015) . From a normative perspective, exporters of a non-renewable resource should generally be net external savers such that they can finance future imports after the resource is exhausted. 4 Therefore, policy makers in oil exporting countries are considering ways to increase their current account balances. This paper studies how the special characteristics of oil exporters influence the utility of fiscal policy and the exchange rate for achieving this.
A natural tool for external adjustment is the level of the exchange rate. 5 Much of the adjustment is supposed to operate by increasing net exports. Especially in settings where prices are rigid, a weaker currency has the potential to make exports cheaper for foreigners. Similarly, a weaker currency has the potential to make foreign products more expensive and reduce imports through both income and expenditure switching effects.
However, oil exporters have special characteristics that may blunt the effectiveness of the exchange rate as a tool for adjusting the trade balance and hence the current account balance. Following a depreciation, there may be some income compression, but their undiversified economies limit the scope for import substitution and dearer imports would weaken the trade balance. Similarly, with possibly a handful of exceptions, oil producers are price-takers producing at full capacity. As a result, total export volume gains could be negligible although depreciation would raise local-currency prices for exports to a greater extent than for other 3 countries. In some cases, net remittance outflows could rise due to limited substitution between nationals and migrants.
In contrast, fiscal policy could play an important role in external adjustment in oil exporters.
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As is generally the case, fiscal and external balances are linked in the absence of full Ricardian equivalence. In particular, lower government spending likely reduces imports and remittance outflows and could also reduce exports and net investment income inflows over time. For oil exporters, the government plays a large role in an economy that is on average more import dependent than in other countries, which suggests that government expenditure decisions could have a larger bearing on the current account than in other economies.
We evaluate these claims by econometrically comparing the relative importance of the exchange rate and fiscal policy in adjusting the trade balance and the current account. Specifically, we regress the current account balance on the exchange rate and on fiscal policy variables. The results show that the exchange rate has little or no effect on the current account balance but that fiscal policy has a sizeable impact in highly undiversified oil exporters. In regressions where the trade balance is the dependent variable, we find similar results, namely that the effect of fiscal policy is strong and the effect of exchange rates is weak. The value of the currency tends to have a marginally stronger effect on the trade balance than the current account balance and government spending has a slightly stronger impact on the current account than the trade balance.
Our analysis builds on existing empirical work on current account determinants in oil exporters (Beidas-Strom and Cashin, 2011; Arezki and Hasanov 2013, Morsy, 2009 ) and broader groups of countries, 7 which help assess the appropriate size of a current account. We emphasise government spending, not just the fiscal balance, in order to isolate this policy tool from mechanical revenue/export links driven by oil receipts. Existing studies include exchange rates as control variables in some cases but do not discuss them at length, possibly because the coefficients were not robustly negative. We directly discuss the small or insignificant effects found here and why they make sense for oil exporters. Moreover, we distinguish between a relatively broad group of oil exporters and a narrower subset of more oil-dependent economies.
To our knowledge, this is the first paper to produce reduced-form trade balance regressions for oil exporters. Even for wider sets of countries, regressions of the trade balance are scarce. 6 Fiscal and exchange rate policy are of course not mutually exclusive. Both instruments could be used simultaneously. Moreover, the two have the potential to interact: in principle, fiscal restraint can aid real exchange rate depreciation by containing domestic prices. A weaker currency can potentially improve the fiscal balance by increasing local-currency oil revenues and by reducing the share of government spending in nominal GDP. Nonetheless, the arguments above suggest a larger role for fiscal policy.
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Ollivaud and Schwellnus (2013) employ single-equation estimation for only a handful of countries. Our paper thus fills a sizeable gap between reduced-form current account balance regressions and a related literature on structural trade equation estimates. For a broad group of countries, Leigh, Lian, Poplawski-Ribeiro, and Tsyrennikov (2015) 8 estimate the responses of relative prices to exchange rate changes and in turn the responses of import or export volumes to relative prices; they argue that exchange rate changes could have a big impact on real net exports. Studies that disaggregate across products or trading partners find higher exchange rate effects (Auer and Sauré, 2012; Imbs and Mejean, 2015) . For oil exporters, Hakura and Billmeier (2008) conduct a similar aggregate analysis to Leigh and others (ibid) , finding in contrast that import and export volume responses to exchange rate changes are negligible.
One important advantage of the reduced-form approach to estimating the trade balance or current account is that it implicitly incorporates potential income effects from exchange rate changes as well as channels that may not have been explicitly identified in addition to the expenditure-switching effects emphasized in the theoretical literature. A second advantage is a more straightforward comparison of sensitivity to exchange rate and fiscal variables.
Our paper proceeds as follows. Section II elaborates on the potential channels through which exchange rates and fiscal policy could affect the trade balance and other items in the current account. Although the existing empirical evidence supports a role for both in general, we describe the special characteristics of oil exporters that undermine the role of the exchange rate (using adapted Marshall Lerner conditions) and amplify the role of fiscal policy (with an adapted textbook Keynesian cross model).
Section III discusses the empirical results. We base our econometric work on an annual panel data set from 1986 to 2014. Our broad sample of oil exporters has 24 countries, but we also have a restricted sample of 15 more oil-dependent countries. Regressions on the broad sample suggest a 1 percent depreciation raises the current account by about 0.05 percentage points of GDP, although many specifications are statistically non-significant or positive. This is lower than found in the literature for other countries. For the restricted sample, the response could be even smaller. The regressions also suggest that depreciations have a marginally larger impact on the trade balance than the current account balance. For example, a 1 percent depreciation would raise the trade balance by 0.06 percentage points of GDP in the broad sample. The regressions show a strong association between external adjustment and fiscal policy in highly oil-dependent countries. In particular, the estimated elasticity of the current account balance to government spending is around 1.2 for the restricted sample and the trade balance elasticity is around 0.7. For the broader sample, the elasticity of the trade or current account balance with respect to government spending is up to 0.2, which is closer to that found for other countries.
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Section IV concludes and suggests potential future research including the extension of the empirical work to other commodity exporters.
II. THEORETICAL CHANNELS AND EXISTING RELEVANT LITERATURE
This section will argue that special characteristics of oil exporters reduce the impact of the exchange rate on the trade balance and more generally the current account, while suggesting that the link between fiscal policy and external balances could be stronger in at least some oil exporters.
A. The Role of the Exchange Rate
The exchange rate and trade volumes In many diversified economies, the exchange rate has the potential to affect net export volumes. In open economy macroeconomic models, the main channel through which the exchange rate affects trade is expenditure switching (Obstfeld and Rogoff, 1996; 2007; Gervais and others, 2016) . For example, a fall in the nominal value of the currency will make imports expensive relative to domestic goods and reduce imports. Imports may also decline due to a fall in real incomes. Currency depreciation will also make exports of traditional goods cheaper for the rest of the world and/or raise the price received by exporters, stimulating exports.
Volume effects depend on the transmission from exchange rates to relative prices and from relative prices to trade volumes. First, pass-through from exchange rates to relative prices across countries depends on the extent of producer-currency pricing. Nominal prices are often assumed to be fixed in the producers' currencies so prices for consumers change one for one with changes in the nominal exchange rate (Bayoumi and Faruqee, 1998) . So, following a depreciation in a country, this assumption implies that country's import prices in local-currency increase proportionally with the exchange rate while that country's export prices in local currency remain unchanged (becoming cheaper in foreign currency).
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However, empirical studies typically find incomplete pass-through of exchange rate changes to international prices. (Goldberg and Campa, 2010; Leigh and others, 2015) .
Second, in addition to the export price, an important assumption is that domestic prices do not rise in proportion. Exchange rate pass through to domestic prices can increase exporters' input costs (Amiti et al., 2014) , which may lead to a mark-up by the exporter. There is some evidence that countries with a low share of domestic value added have lower export responses to exchange rate changes (Ahmed, Appendino, and Ruta, 2015) .
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The third influence on volume effects is the extent to which the value of the exporter's currency will make exporter's goods cheaper for foreigners, which will stimulate foreigners' demand for the exporter's products. 10 The size of the effect will depend on the slope of the demand curve. Analogously, to the extent that a depreciation makes imports more expensive, importers may switch to domestic substitutes -to the extent available -and face real income declines, which would reduce import volumes.
Oil exporters have a number of special features that limit the effect of the exchange rate on trade volumes (Tables 1 and 2 ). First, to varying degrees, there is no tradable sector other than oil and gas. Importantly, the price of oil is set in US dollars internationally and most producers face a perfectly elastic demand curve. Consistent with this, Hakura and Billmeier (2008) find exchange rate changes in an oil exporter translate fully to changes in domesticcurrency prices. Most countries have no pricing power and produce this undifferentiated product at full capacity. Moreover, domestic prices are below international pre-tax levels in many countries oil exports require limited inputs.
The second special feature of oil exporters is that non-oil goods and services contribute a small share to the export basket. Therefore, it would take an unrealistically large change in their value to have a meaningful impact on the current account balance, especially in less diversified exporters. Hakura and Billmeier (2008) find the long-run non-oil export volume elasticity with respect to relative prices for oil exporters is -0.67, which is similar to the canonical estimate for other countries' total or manufacturing exports. However, consistent with the non-response of (dominant) oil export volumes, the elasticity for oil exporters' total (oil+non-oil) exports is insignificantly different from zero.
The third special feature is that many oil exporters have undiversified economies with minimal opportunity for expenditure switching between imports and domestic production or between tradables and non-tradables. A weaker currency could reduce imports through an income effect, but the relative importance of smoother government spending in oil exporters would tend to make income effects smaller than in other countries. Hakura & Billmeier (2008) find the long run elasticity of imports with respect to the exchange rate for oil exporters in the Middle East and Central Asia is 0.09, which is insignificantly different from zero and well below estimates for broader country groupings.
Labor market characteristics likely reduce the scope for competitiveness gains in some oil exporters. Some countries employ elastically supplied international labor. Analogous to countries that use commodities purchased at international prices as inputs into the production of exports, wages from migrants -often employed on short-term contracts -would stay at international levels. Depreciation would necessitate a rise in the local currency wage, cancelling out any cost advantages. In many of those countries, a large proportion of nationals work in the public sector, which is used as a wealth-sharing mechanism. This 7 makes reservation wages for nationals in the private sector so high that it would take a very large devaluation for firms to become competitive.
Other channels could also act to amplify or dampen the expenditure switching effect. As mentioned earlier, it is intuitive that a weaker currency has the potential to reduce real income or wealth and hence imports. In contrast, traditional elasticities-absorption models show weaker currencies can increase output, which raises imports and hence mitigates the effect of the exchange rate on the current account. Incorporating intertemporal features can preserve or rule out income and wealth channels, depending on the specified microfoundations (Isard, 1995; Sarno and Taylor, 2002) .
The trade balance: competing volume and price effects
The sign of the impact of the exchange rate on the trade balance is theoretically ambiguous. Depreciation only improves the trade balance if the volume effects (the lower import quantities and higher export volumes discussed above) outweigh the price effects (paying more for imports and receiving less for some exports). Formally, this has been referred to as the Marshall Lerner conditions. 11 Price effects are immediate 12 and potential volume effects typically have a lag, so depreciation is more likely to have a smaller or negative effect on the trade balance in the short run, potentially resulting in the so-called J-curve (Dornbusch and Krugman, 1976) .
Marshall Lerner conditions were found to hold in the short run and in the long run for much but not all of a broad sample of countries studied by Leigh and others (2015) . Our calculations based on their reported results suggest a 10 percent depreciation would on average improve the local-currency trade balance as a share of GDP by about 8 percent in the long run. This is close to reduced form trade balance regressions for the OECD, which have elasticities reaching -0.06 (Ollivaud and Schwellnus, 2013) . Bayoumi and Faruqee (1998) found the short run condition fails marginally but the long-run condition holds, which is consistent with the J-curve, although Rose and Yellen (1989) do not find support for the Jcurve. These studies draw on country-level series, where responses are typically lower than those using data that is disaggregated at the product/sector level (Orcutt, 1950; Auer and Sauré, 2012; Imbs and Mejean, 2015) .
For oil exporters, the volume elasticities discussed above make it less likely that the Marshall Lerner conditions hold, but there is an important effect from US-dollar pricing of oil. To compare price and volume impacts in more detail, we derive the semi-elasticity of the local currency trade balance as a share of GDP with respect to the exchange rate for oil exporters. the ratio of foreign to domestic currency such that a rise in E implies an appreciation for the oil exporter. Holding the effects of exchange rate on GDP constant, the derivative can be written as:
Converting the derivative to a semi-elasticity and adding the same terms to the numerator and denominator yields:
Consistent with the earlier discussion, we can assume the elasticity of oil prices to exchange rates is -1 (an appreciation proportionally reduces local currency oil receipts). Similarly, because imports are priced in dollars, the import price elasticity is also -1. We assume nonoil exports are priced in local currency so there is no price effect. 13 With these assumptions for price elasticities, and denoting the volume elasticities byη,we have a simplified expression again expressed using nominal values:
We draw empirical volume elasticity estimates for oil exporters from Table 2 . For example, we take the import coefficient of 0.09. 14 Table 2 does not have a specific coefficient for oil exporters but a volume effect of 0 for oil exports is reasonable given that total exports have a coefficient of 0.13, which in any case is insignificant. Substituting in these values, together with the non-oil export elasticity of -0.67, yields an equation that combines price and volume effects:
The derivative can be positive or negative, depending on the relative values of O, N and M. An appreciation would increase the trade balance because the small increase in import volumes is substantially outweighed by the decrease in import prices. This is also the case for a broader sample of countries but the coefficient on import values of -0.91 is much higher than for other countries. This is the main reason why exchange rate changes have less of an effect on oil exporters' trade balances.
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The broader current account: other exchange rate channels and empirical literature
The exchange rate could affect investment flows. 16 Fixed income obligations in foreign currency would be affected by exchange rate changes. Anticipation of future depreciation could also raise the required returns, consistent with interest-parity conditions. Holding dividend outflows in local-currency constant, currency movements would have no effect on the current account in domestic currency terms. However, the impact on local-currency outflows need not be constant and could depend on where the underlying profits were 10 generated or what the source of income is. For example, if a depreciation raises localcurrency profits in the oil sector, local-currency dividend outflows could rise.
A depreciation could increase remittance outflows in domestic currency terms. As reservation wages for migrants are set internationally, a weaker currency would increase local currency wages. To the extent that labor markets are segmented, changes in relative prices would likely not induce much substitution between foreign workers and nationals. These conditions are analogous to imports of goods and services in that the price/wage effects would likely substantially outweigh the volume/employment effects.
Studies on broad samples of countries tend to find a negative relationship between the exchange rate and the current account. Gosse and Serranito (2014) estimate a long-run elasticity of -0.1 for OECD countries, while Calderon et al (2002) have a (long-run) estimate of -0.13 for a broader sample. In Gervais and others (2016) , the median of 16 emerging market countries' estimates is -0.09. These estimates are close to but above those for the trade balance discussed earlier. Concentrating on the Middle East, Beidas-Strom and Cashin (2011) find that oil-importing emerging markets have an elasticity of -0.09. However, they estimate a positive relationship between the exchange rate and the current account in Middle East oil exporters, which on average are less diversified than oil exporters in other regions. Estimates in Arezki and Hasanov (2013) for 21 global oil exporters average approximately -0.04, although they found similarly low elasticities for their sample of non-oil exporters.
B. The Role of Fiscal Policy
There are clear links between fiscal and external balances. In all countries, the current account balance reflects national saving. As per the national accounts identity: Current account balance ≡ Saving − Investment = (Saving − Investment)_public + (Saving − Investment)_private. Given the important role of the government, its reliance on exported oil for revenue, and the high share of imports in domestic expenditure, there is a close relationship between the current account balance and the fiscal balance in oil exporters. This channel only operates if full Ricardian equivalence does not hold such that a rise in government dissaving is not completely offset by additional private sector saving. Moreover, if the private and public sectors are positively correlated, then the change in the current account balance can exceed the change in government dissaving. This would represent a departure from standard models but could in practice arise from the data if the "private" sector includes public enterprises, government related entities, or private firms who borrow in order to supply the government. Government spending raises imports by stimulating economic activity and incomes. The link could be stronger when government plays an important role in the economy. For example, spending on wages and salaries provides the means for public employees to import both food and Ferraris. Government spending can also be incurred directly on imports -capital spending likely has a large import component -or on services like hired consultants.
Government spending can also discourage exports, although the channel is less established than for imports. Public spending can skew incentives away from export-oriented industries because much of the domestic demand it generates is in non-tradable sectors. This makes producing non-tradables less risky and more profitable for firms. The continued availability of public sector jobs discourages nationals from pursuing entrepreneurship and private sector employment including in tradable sectors (Behar and Mok, 2013; Cherif and Hasanov, 2014) .
To illustrate the trade balance mechanics using the simplest algebra possible, consider a variant of the standard textbook Keynesian cross model.
= + + −
C=cY, M=m(C+G), X=X~-xG; c,x and m are all between 0 and 1 (strictly in the case of c).
Y is GDP, C is consumption, which is a constant proportion of GDP. (We exclude private investment as this has no bearing on the results.) G is government spending on consumption and investment. X is exports and is made to vary negatively with government spending. M is imports, which is a constant proportion of both private consumption and government spending. 17 The government spending multiplier is
and the change in the trade balance following a change in government spending, the government trade balance multiplier, is:
It is straightforward to show that the impact of government spending on the trade balance is negative, and that the impact is greater for larger values of x or m. Intuitively, the government trade balance multiplier is bigger if the marginal propensity to import is large (as is expected in less diversified economies) and if the impact of government spending on exports is large. In particular, the absolute value of the government trade balance multiplier exceeds 1 if x+m>1. It has an asymptotic maximum of 2 when x=m=1 and when c is asymptotically close to 0, although c is likely much closer to 1. Without the exports channel (x=0), the maximum is 1, but it is quite feasible to generate values that are close. For example, setting (x,m,c)=(0,0.65,0.8) generates a government spending multiplier of 0.6 and a trade balance multiplier of -0.88.
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There can be additional non-trade effects of government spending on the current account if some of the resulting expansion in GDP is attributable to foreign labor and capital. Expatriate employment is responsive to economic activity (Behar, 2016) , which in turn is correlated with government spending (Espinoza & Senhadji, 2011; Cerisola and others, 2015) , so remittance outflows are likely positively correlated with government spending. Other things equal, higher government spending reduces net saving / increases net borrowing. In turn, this reduces net income inflows / raises net income outflows over time. Government spending can also have second-round effects if it leads to lower confidence, higher risk premia, and hence higher interest payments (Baldacci, Gupta and Mati, 2011) . Returning to the arithmetic illustration of the fiscal (0.6) and trade balance (-0.88) multipliers, one needs only assign a modest role for foreign labor and capital in the domestic output expansion to attain a current account elasticity exceeding |1|.
Existing evidence suggests a significant relationship between fiscal policy and the current account. Estimates in Abbas and others (2011) suggest a long-run response of the current account to the fiscal balance averaging about 0.45 in 88 non-oil-exporting countries.
Regressions underpinning IMF External Balance Assessments in a selective sample of about 50 countries yield an elasticity estimate of about 0.3 (Phillips and others, 2013) , which excludes countries that are highly oil dependent, small, or have poor data quality or insufficient access to global capital markets. The IMF's EBA-Lite template for a sample of 150 countries has a coefficient of about 0.5 (Chen, 2016) . For a handful of countries, Ollivaud and Schwellnus (2013) estimate a range of elasticities of the current account balance with respect to the fiscal balance averaging about 0.45. Gosse and Serranito (2014) however estimate a much lower range including their preferred elasticity of only 0.11. A similarly low value (0.14) is estimated for oil-importing emerging markets in the Middle East by Beidas-Strom and Cashin (2011), who find a substantially higher coefficient of 1.3 for the region's oil exporters. Similarly, Arezki and Hasanov (2013) have estimates averaging 0.9 for a broader sample of 21 oil exporters and averaging only 0.3 for a global sample of 115 countries. They estimate a similarly large negative response of the current account to government spending in oil exporters of about -1.1.
III. EMPIRICAL SECTION
The previous section drew on analytical frameworks and existing literature to argue that the impact of fiscal policy including government spending on the external accounts should be higher in oil exporters than in other countries and that the effects of the exchange rate should be small. This section estimates the role of the exchange rate and fiscal variables econometrically.
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A. Sample selection and preliminary discussion
The starting point for our sample of oil exporters is 24 countries selected from the World Economic Outlook list of 29 oil exporting countries. 18 To narrow the sample to countries with strong reliance on oil, we set a benchmark of 70 percent of oil exports in the total of exports of goods and services. This more restricted selection procedure yields a subsample of 13 countries to which we add Bahrain and the United Arab Emirates (UAE) in order to have all the GCC countries. Our 'restricted sample' of more oil-dependent economies therefore consists of 15 oil exporters (appendix table 1). The sample consists of annual data from 1986-2014.
Before turning to the regressions analysis, figure 1 provides a set of charts showing the evolution of some macroeconomic indicators for the two country-groups, namely simple averages for the broad sample and the restricted sample, over the past two decades. The charts evidence that the more oil-dependent oil exporting countries have on average larger current account and trade balances than the broad sample. The difference in terms of imports is less straightforward between the two samples over the covered period. Fiscal balances and government spending are higher on average for the restricted sample of oil exporters compared to the full sample Figure 1 also provides some preliminary insights regarding the relation between exchange rate, fiscal and external adjustments, in line with our discussion in the previous section. The charts suggest a clear positive correlation between the fiscal balance and the current account or trade balance. For much of the sample period, public saving accounts for at least half of national saving. Government spending appears to be negatively correlated with both trade and current account positions. This is consistent with the positive correlation between government spending and imports.
When looking at the exchange rate path, whether there is clear correlation with the external balances (current account and trade) is much less straightforward to determine. Nonetheless, despite many oil exporters having fixed exchange rates, 19 there is considerable variation over the sample period. The average of each country's coefficient of variation is 0.28 in the broad sample and 0.27 in the restricted sample -implying no difference across the groups. 20 On average, the appreciation since the mid-2000s coincided with a large and sustained increase in the real oil price.
B. Current account balance regressions
Model specification
The equation to be estimated can take the following form:
Where CAB is the current account balance expressed as share of GDP, REER is the log of real effective exchange rate index normalized to 100, fiscal stands for fiscal variables (fiscal balance or government spending and revenue, as a share of GDP), and the α represents the countries' fixed effects. i and t indicate country and time dimensions, respectively. X is the vector of additional variables which control for the main determinants of the current account balance.
Our primary interest in this empirical analysis is in the following two variables:
Real effective exchange rate. As discussed earlier, exchange rate changes can affect the current account balance quite substantially, although we suspect a relatively lower impact in the case of oil exporters. For robustness, we also present some regressions where we assess the effect of the nominal effective exchange rate.
Fiscal policy / government spending. The discussion in section II suggests that the response of the current account balance to the fiscal stance is likely to be stronger in oil exporting countries, but also compared to the response to exchange rate changes. We control for the fiscal position in different ways:
• The general government Fiscal balance as a share of GDP.
• Government spending, with Government revenue included separately as a control variable (both as a share of GDP). The latter approach differs from the existing literature (with the notable exception of Arezki and Hasanov, 2013) . Our specification allows disentangling the impact of government spending decisions from the actual effect of oil prices on fiscal revenue and exports. This emphasis is important from a policy perspective because government spending is the main lever of fiscal policy and non-oil revenues currently play only a limited role. Because the revenue variable includes oil currency despite the plunge in the oil price. Others have devalued or moved to more flexible regimes. Those oil exporters who had more flexible exchange rates have recently experienced depreciations.
price effects, we choose not to interpret the coefficient of revenue as the effect of discretionary government revenue decisions on the current account.
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• Government revenue also separately controls for a key input into government spending decisions and thus alleviates an important source of endogeneity that would otherwise overestimate the effects of government spending (or fiscal policy): government revenue captures variation in oil revenues in a country-specific way, unlike the oil price, and thus allows for a cleaner identification of the effects of government spending.
• Non-oil fiscal balance and non-oil current account. Instead of controlling for oil revenue changes, we also consider excluding oil exports from the current account and oil revenues from the fiscal balance.
The controls are in line with existing studies on the determinants of the current account balance for oil exporting countries (Arezki and Hasanov, 2013; Beidas-Strom and Cashin, 2011; Morsy, 2009, among others) . The following controls are included in the current account balance regressions:
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Net foreign assets (NFA). Countries with a more positive NFA position can afford running larger external trade deficits without jeopardizing their external solvency and remaining insulated from current account crises. In such a context, NFA can be expected to deteriorate the current account balance. However, higher NFA is also expected to increase income flows from abroad, leading to an improvement of the current account position. Although the total impact may depend on the importance of these two forces, existing empirical tests suggest that the latter positive effect on the current account is stronger.
Commodity terms of trade.
A positive terms of trade shock, ceteris paribus, is expected to improve the current account balance through increases in exports receipts. As this effect is likely to be dependent on the degree of a country's openness, the terms of trade index is interacted with Trade openness.
GDP growth (forecast in 5 years).
This variable aims at capturing the underlying growth potential. Rapid growth in economic activity may require higher foreign-financing investments and/or a depletion of national saving. This in turn is likely to deteriorate the current account balance.
Dependency ratio. A higher proportion of dependents (inactive) as a share of the total active population is expected to be negatively correlated with national saving. Such deterioration of gross saving is likely to translate into a deterioration of the current account balance.
Relative output per worker. The relative output per worker intends to capture different productivity levels in the country sample. Highly productive economies can to be more competitive on international markets and register stronger trade balance positions. Traditional approaches on current account also reflect the theory that capital will flow from higher to lower productivity economies. The extent of capital flight is likely to depend on the country's capital openness. Therefore, the relative output per worker is interacted with the Capital control index.
Demeaned private credit to GDP. An increase in credit to the private sector can boost aggregate demand, leading simultaneously to a deterioration of the current account and real appreciation. The private credit to GDP ratio aims at capturing the effect of financial excesses, which may also reflect policy failures to contain them. This variable is generated as a deviation from the historical average for each country.
Aid to GDP. Aid flows to recipient countries may also contribute to fuel domestic demand for imports, with negative effects on the current account balance. This is particularly relevant for low income and emerging countries included in our sample.
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Oil resource temporariness. For net oil exporters, natural resource wealth can allow sustaining relatively persistent current account deficit (or lower current account surplus). However, those countries may be inclined to save a higher proportion of this resource wealth (including for inter-generational purpose) as the oil resource tends to exhaust. Therefore, the temporariness of the oil resource is expected to be positively correlated with the current account balance.
Regarding the estimation procedures, three alternative approaches are implemented.
• OLS panel Fixed Effects approach. This method has the advantage of controlling for countries' specific time-invariant characteristics not taken into account by the control variables included in the empirical framework.
• Generalized Least Squares (GLS) with panel-wide AR(1) correction to take account of the fact that current account data display strong autocorrelation. This approach is employed in Phillips, Catão, Ricci, Bems, Das, Di Giovanni, Unsal, Castillo, Lee, Rodriguez, and Vargas (2013).
• GMM-system estimator (Blundell and Bond, 1998) . While considering a dynamic specification, GMM-system aims at addressing the potential endogeneity bias surrounding the two first approaches. Besides the bias due to the introduction of the lagged dependent variable among the regressors, there may be reverse causality, especially between exchange rates and external balances. Depending on the source of the bias, this can lead to over-or under-estimation of the beneficial effects of exchange rates. Given the limited availability of external instruments for all potential endogenous variables, GMM-system relies on an internal instrumentation procedure where the lags of the regressors are used as instruments. GMM-system has been designed for panels with a small time dimension compared to the numbers of individuals (Roodman, 2009) . Given the initial structure of our panel, the implementation in this paper relies on 4-year averages to reduce the time dimension relative to the number of countries. 24 However, especially for the restricted sample, this ratio may still be too high, calling for caution when interpreting the results. Table 3 presents the results of current account regressions for the full and the restricted samples, considering specifications where we control for the fiscal balance as well as government spending and revenue separately. Most of the control variables are found to have the expected and statistically significant effect on the current account balance.
Estimation results
Regarding the current account response to real exchange rate changes, our findings evidence a relatively low and/or statistically insignificant effect, depending on the country group and the model specification. At most, the results suggest that a 1 percent currency depreciation will improve the current account balance by about 0.05 percentage points (pp.) of GDP. Some specifications show a much lower or statistically insignificant response (column 11 suggests a current account improvement of about 0.03 pp. of GDP in response to a 1 percent currency depreciation for the restricted sample). The positive and statistically significant coefficients of columns 4 (suggesting that currency depreciation may deteriorate the current account balance) are very low.
The fiscal balance has generally a positive and robust impact on the current account balance. However, the current account response to changes in the fiscal position is significantly different across country groups. Considering the broad sample of oil exporting countries, the range of findings suggests that a 1 pp. increase in fiscal balance will improve the current account position by up to 0.3 pp. of GDP. This response is much higher for the restricted sample. Columns (4) through (6) suggest that a 1 pp. increase in the fiscal balance for the restricted sample will increase the current account balance by about 1.1 pp. of GDP.
When investigating separately the role of government spending, it does not seem to make a significant difference for the full sample (compared to the impact of the fiscal balance), while the current account response to government spending appears to be somewhat stronger for the more oil-dependent oil exporters. A 1 pp. increase in government spending deteriorates the current account position by up to 0.2 pp. of GDP for the broad sample of oil exporting countries, and by 1.2 pp. for the restricted sample. The findings for both samples support the argument that the correlation between the fiscal balance and the current account balance is not only mechanically through oil revenues but also because of government policy.
C. Trade balance regressions
The trade balance equation to be estimated takes the following form:
Where TB is the trade balance, Z is the set of factors assumed to be the main determinants of the trade balance, the α are the country fixed effects, and υ is the error term. Table 4 presents the results of trade balance regressions for the full and the restricted samples. Most of the control variables appear to affect the trade balance as expected.
The results suggest little sensitivity of the trade balance to exchange rate changes. Considering the broad sample, a 1 percent currency depreciation is expected to improve the trade balance by about 0.06 pp. of GDP. This effect is lower in magnitude (0.04 pp.) or insignificant for the restricted sample. The trade balance response to exchange rate is slightly stronger in magnitude (more negative) compared to the current account response for both the full and the restricted samples. The results are consistent with the earlier discussion of the potentially negative effects of currency depreciation on the current account through income outflows.
The trade balance response to changes in the fiscal balance is found to be high in the restricted sample. A 1 pp. increase in the fiscal balance is expected to increase the trade balance by about 0.2 pp for the full sample. The response is significantly higher when focusing on the restricted sample, as a 1 pp. increase in fiscal balances will increase trade balance by around 0.7 pp. of GDP. A 1 pp. increase in government spending deteriorates the trade balance by about 0.1 pp for the broad sample, and by about 0.8 pp for the restricted sample. The coefficients for fiscal variables are higher in the current account regressions than in the trade balance regressions, which is consistent with the view that more expansionary fiscal policy can increase net income outflows. A comparison of coefficients also suggests the trade channel is more prominent than the rest of the current account.
D. Robustness checks
This section proceeds with some robustness analyses of the empirical framework developed above. Although we conduct several checks, we may not be able to perfectly rule out endogeneity bias.
Nominal exchange rates
The analysis presented so far has investigated the current account / trade balance responses to real effective exchange rate changes. In table 5, the same exercise is conducted considering the main specifications, but now testing whether there is any current account or trade balance response to changes in the nominal effective exchange rate. Although, in principle, the line of economic reasoning suggests there should be a stronger impact from real exchange rates, these can be subject to considerable measurement error, which tends to bias coefficient estimates towards zero. The results suggest an even lower and less robust effect of the nominal effective exchange rate on trade and current account balances than was the case for the real effective exchange rate. Only 2 of 12 specifications show a significant coefficient associated to the nominal exchange rate.
Non-oil current account, non-oil fiscal balance, and exchange rate
Oil price shocks are likely to affect both the fiscal position through revenue and the current account through exports. Therefore, it can be argued that the strong relation identified between fiscal policy and the current account is merely explained by their common sensitivity to the oil price. We have effectively tackled this issue in our empirical tests by including separately government revenue (as a control) and spending (the variable of interest) in the estimated equation, by controlling for country-specific commodity terms of trade, and by checking robustness to inclusion of time dummies.
Rather than controlling for the oil price / oil trade effect, as we have done thus far, we attempt to exclude oil from the analysis. We therefore investigate the effect of the non-oil fiscal balance and the exchange rate on the non-oil current account balance. 25 The size of the country sample used for this exercise is only 16 due to limited availability of oil-related data, so we do not distinguish between the restricted and the broad sample as in the previous sections. Table 6 shows the real effective exchange rate has a positive and statistically significant effect on the non-oil current account balance in two specifications and an insignificant effect in the third specification (GMM). Depending on the specification, currency depreciations either worsen or do not affect the non-oil current account. A worsening current account would be consistent with our discussion on oil-exporters' characteristics in the context of the Marshall Lerner conditions (Equations 1 and 2). A depreciation will only have a limited effect on import volumes, non-oil exports represent only a small share of total exports, and gains from increased oil receipts are by construction excluded. As a consequence, a weaker currency will likely deteriorate the non-oil current account position. The income flows effects discussed earlier also apply here. A positive non-oil balance coefficient and negative overall balance coefficient together imply mechanically that (more than) all the beneficial effect of a depreciation works through the oil price measured in local currency.
Regarding the non-oil current account response to changes in the non-oil fiscal balance, the results are in line with our earlier conclusion. A 1 pp. increase in the non-oil fiscal balance improves the non-oil current account by about 0.5-0.85 pp. of GDP. This effect is slightly lower than the current account response to the fiscal balance found in the restricted sample, and higher than the response found in the broad sample.
Bivariate regressions using only the exchange rate
Given the low estimated effects for the exchange rate and the strong effects of fiscal variables, one possibility is that the exchange rate does affect the external accounts but through fiscal variables. If a weaker currency can reduce government spending and raise government (oil) revenue, then it could operate through this indirect channel. 26 We examine this by regressing the external balance on the exchange rate without controlling for fiscal or other variables. These bivariate regressions using GLS yield coefficient estimates of -0.07 for the current account and -0.04 for the trade balance in the broad sample. The coefficient is -0.05 for both the trade and current account balance in the restricted sample. Using other methods (results are available on request), the coefficients are statistically insignificant. Although they are only an informal indicator, these results suggest that the indirect channel is not operating.
Excluding the exchange rate
We show regressions that exclude the exchange rate as an explanatory variable for two reasons. First, to check for the robustness of the fiscal variables excluding the exchange rate given possible confounding factors. Second, the regressions aid the macrobalance approach to assessing current account imbalances. In this approach, a country's current account balance is compared with fitted values from a regression that does not include the exchange rate as an explanatory variable. 27 Given oil exporters' special characteristics, it can be helpful to assess current accounts using regressions for a sample limited to these countries. 28 26 Econometrically, one might find signs of this multicolinearity if the estimated coefficients are less robust across specifications -possibly assigning larger exchange rate and lower government spending effects in some instances. However, our results have been robust. 27 The role of the exchange rate can be examined in a subsequent stage of the analysis. Fitted values for the current account could be based on optimal values for some variables rather than actual data. For explanations of the methodologies and comparisons with other approaches, see Phillips et al (2013) , Beidas-Strom and Cashin (2011), and Carvalho Filho (2009) . 28 A counter argument in favor of global samples is that current account assessments require multilateral consistency (Phillips et al, 2013) . Table 7 presents current account regressions for the restricted sample. In the first three columns, estimates use the same methodologies and control variables as before but excluding the exchange rate. In column four, we present a fuller set of control variables to be more consistent in specification with the IMF's EBA-Lite methodology (Chen, 2016) . This set of controls decreases the sample, so we in column five we exclude variables to restore the number of countries to 15.
29 Column six excludes all insignificant variables. Consistent with earlier regressions, the fiscal coefficients range from 0.7 to 1.2, which is high compared with 0.5 for the global sample (Chen, ibid) . When applied to individual countries, this can lead to different assessments of current account balances.
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IV. CONCLUSION
In the current low oil price environment, the external positions of oil-exporting countries have deteriorated. Authorities in many of these countries have announced or are contemplating fiscal consolidation plans. Some oil exporters have experienced depreciations, devalued their currencies, or allowed more flexibility, while others have committed to their pegged exchange rates and continued to appreciate alongside the US dollar.
The evidence suggests that recent or potential future changes in the level of the exchange rate will have at most a marginal impact on external balances, which is consistent with limited expenditure switching and/or income effects. Our estimates suggest the elasticity of the trade balance to the real effective exchange rate is up to -0.06 for the broad sample of oil exporters and less for the restricted sample of undiversified oil exporting countries. For the current account balance, the elasticity is perhaps -0.05 for the broad sample and closer to zero for the restricted sample, although many estimates are statistically insignificant or positive. We find that currency depreciation deteriorates the non-oil current account, and assign a marginal effect to nominal exchange rates. The reduced-form estimates are consistent with the theoretical discussions and more structural approaches to estimate trade responses.
The results show that fiscal consolidation is an important part of restoring external balance in oil exporters. For the broad sample, a fall in government spending by 1 percentage point of GDP would increase the trade and current account balances by up to 0.3 percent, in line with some other studies. For the sample restricted to those countries with higher oil dependence, the role of government is bigger; trade balance elasticities are 0.8 while current account elasticities are 1.2. We do not find evidence that exchange rates operate indirectly through 22 fiscal channels. As motivated in our analytical discussion, these estimates are higher than for broader groups of countries.
Our analysis suggests that, if current account adjustments are required in oil exporting countries, those adjustments are less likely to be successfully effected through the exchange rate. Using an estimated coefficient of -0.05 for the broad sample of oil exporters, even a 50 percent currency depreciation will only increase the current account balance by about 2.5 pp. of GDP, with a much lower impact for the restricted sample. For the latter, the 2.5 pp. improvement in the current account balance could be achieved with an approximately equivalent cut in government spending.
Our approach could be complemented by further work to isolate channels and mechanisms behind the results. Reduced form regressions could have imports, oil/non-oil exports, or remittances as the dependent variable to more precisely see which current account components are affected. Subject to data constraints, the more structural approach to identifying price and volume elasticities (Leigh et al, 2017) for imports and exports could be applied to some oil exporters. Another direction of future research could use a global sample to interact the fiscal or exchange rate coefficients with the characteristics (such as diversification) pertinent to oil exporters to establish if these explain the large fiscal coefficient effects and small exchange rate effects.
Oil is only one of many commodities that have suffered large price declines. Given that some of these have similar characteristics, namely pricing on global markets in US dollars and production at full capacity by price takers, and that many commodity producers are undiviersified, the arguments presented here could apply more broadly than oil. Robust standard errors in parentheses. ***, **, and * indicate statistical significance at the 1, 5, and 10percent levels, respectively. Country fixed effect included but not reported. GLS estimates with panel-wide AR(1) correction. The list of instruments for GMM-system is limited to the maximum of two first lags, to avoid the risk of "too many instruments". P values of chi2, Hansen tests, and AR(2) test are reported. The Wald chi2 test is a test of the null hypothesis that all the coefficients, except the constant, are jointly equal to zero. The Hansen test of overidentifying restrictions tests the null hypothesis that the instruments are valid. The difference in Hansen tests the validity of a subset of instruments. The AR (2) tests the hypothesis of no second-order serial correlation. Robust standard errors in parentheses. ***, **, and * indicate statistical significance at the 1, 5, and 10percent levels, respectively. Country fixed effect included but not reported. GLS estimates with panel-wide AR(1) correction. The list of instruments for GMM-system is limited to the maximum of two first lags, to avoid the risk of "too many instruments". P values of chi2, Hansen tests, and AR(2) test are reported. The Wald chi2 test is a test of the null hypothesis that all the coefficients, except the constant, are jointly equal to zero. The Hansen test of overidentifying restrictions tests the null hypothesis that the instruments are valid. The difference in Hansen tests the validity of a subset of instruments. The AR (2) tests the hypothesis of no second-order serial correlation. Robust standard errors in parentheses. ***, **, and * indicate statistical significance at the 1, 5, and 10percent levels, respectively. Country fixed effect included but not reported. GLS estimates with panel-wide AR(1) correction. The list of instruments for GMM-system is limited to the maximum of two first lags, to avoid the risk of "too many instruments". P values of chi2, Hansen tests, and AR(2) test are reported. The Wald chi2 test is a test of the null hypothesis that all the coefficients, except the constant, are jointly equal to zero. The Hansen test of overidentifying restrictions tests the null hypothesis that the instruments are valid. The difference in Hansen tests the validity of a subset of instruments. The AR (2) tests the hypothesis of no second-order serial correlation. Robust standard errors in parentheses. ***, **, and * indicate statistical significance at the 1, 5, and 10percent levels, respectively. Country fixed effect included but not reported. GLS estimates with panel-wide AR(1) correction. The list of instruments for GMM-system is limited to the maximum of two first lags, to avoid the risk of "too many instruments". P values of chi2, Hansen tests, and AR(2) test are reported. The Wald chi2 test is a test of the null hypothesis that all the coefficients, except the constant, are jointly equal to zero. The Hansen test of overidentifying restrictions tests the null hypothesis that the instruments are valid. The difference in Hansen tests the validity of a subset of instruments. The AR (2) tests the hypothesis of no second-order serial correlation. Imports of goods and services (share of GDP)
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